§1.356-2

§1.356-2 Receipt of additional consid-
eration not in connection with an
exchange.

(a) If, in a transaction to which sec-
tion 355 would apply except for the fact
that a shareholder (individual or cor-
porate) receives property permitted by
section 3565 to be received without the
recognition of gain, together with
other property or money, without the
surrender of any stock or securities of
the distributing corporation, then the
sum of the money and the fair market
value of the other property as of the
date of the distribution shall be treated
as a distribution of property to which
the rules of section 301 (other than sec-
tion 301(b) and section 301(d)) apply.
See section 358 for determination of
basis of such other property.

(b) Paragraph (a) of this section may
be illustrated by the following exam-
ples:

Example (1). Individuals A and B each own
50 of the 100 outstanding shares of common
stock of Corporation X. Corporation X owns
all of the stock of Corporation Y, 100 shares.
Corporation X distributes to each share-
holder 50 shares of the stock of Corporation
Y plus $100 cash without requiring the sur-
render of any shares of its own stock. The
$100 cash received by each is treated as a dis-
tribution of property to which the rules of
section 301 apply.

Example (2). If, in the above example, Cor-
poration X distributes 50 shares of stock of
Corporation Y to A and 30 shares of such
stock plus $100 cash to B without requiring
the surrender of any of its own stock, the
amount of cash received by B is treated as a
distribution of property to which the rules of
section 301 apply.

§1.356-3 Rules for treatment of securi-
ties as “other property”.

(a) As a general rule, for purposes of
section 356, the term other property in-
cludes securities. However, it does not
include securities permitted under sec-
tion 354 or section 355 to be received
tax free. Thus, when securities are sur-
rendered in a transaction to which sec-
tion 354 or section 355 is applicable, the
characterization of the securities re-
ceived as ‘‘other property’’ does not in-
clude securities received where the
principal amount of such securities
does not exceed the principal amount
of securities surrendered in the trans-
action. If a greater principal amount of
securities is received in an exchange
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described in section 354 (other than
subsection (c¢) or (d) thereof) or section
355 over the principal amount of securi-
ties surrendered, the term other prop-
erty includes the fair market value of
such excess principal amount as of the
date of the exchange. If no securities
are surrendered in exchange, the term
other property includes the fair market
value, as of the date of receipt, of the
entire principal amount of the securi-
ties received.

(b) Except as provided in §1.356-6, for
purposes of this section, a right to ac-
quire stock that is treated as a secu-
rity for purposes of section 354 or 355
has no principal amount. Thus, such
right is not other property when re-
ceived in a transaction to which sec-
tion 356 applies (regardless of whether
securities are surrendered in the ex-
change). This paragraph (b) applies to
transactions occurring on or after
March 9, 1998.

(c) In the examples in this paragraph
(c), stock means common stock and
warrants means rights to acquire com-
mon stock. The following examples il-
lustrate the rules of paragraph (a) of
this section:

Example 1. A, an individual, exchanged 100
shares of stock for 100 shares of stock and a
security in the principal amount of $1,000
with a fair market value of $990. The amount
of $990 is treated as ‘‘other property.”

Example 2. B, an individual, exchanged 100
shares of stock and a security in the prin-
cipal amount of $1,000 for 300 shares of stock
and a security in the principal amount of
$1,600. The security had a fair market value
on the date of receipt of $1,575. The fair mar-
ket value of the excess principal amount, or
$625, is treated as ‘‘other property.”’

Example 3. C, an individual, exchanged a se-
curity in the principal amount of $1,000 for
100 shares of stock and a security in the prin-
cipal amount of $900. No part of the security
received is treated as ‘‘other property.”’

Example 4. D, an individual, exchanged a
security in the principal amount of $1,000 for
100 shares of stock and a security in the prin-
cipal amount of $1,200 with a fair market
value of $1,100. The fair market value of the
excess principal amount, or $183.33, is treated
as ‘‘other property.”’

Example 5. E, an individual, exchanged a se-
curity in the principal amount of $1,000 for
another security in the principal amount of
$1,200 with a fair market value of $1,080. The
fair market value of the excess principal
amount, or $180, is treated as ‘‘other prop-
erty.”
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